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Abstract

Purpose of the article The main purpose of this paper is to bring a new perspective on the connection of transfer
pricing, its controls by the Financial Administration of the Slovak Republic and the transfer of the headquarters of
Slovak companies to selected tax havens.

Methodology/methods The analysis is based on the use of secondary data from the Annual Reports of the Slovak
Financial Administration and the company Bisnode (2005-2017). The paper uses graphical methods to visualize
the development of the selected indicators and calculation of the ratio of corporate income tax revenues (CITR)
per gross tax revenues (GTR). The last method is a simple linear regression model that detects the dependence
between the number of companies with ownership link to tax haven and the number of transfer pricing controls
performed.

Scientific aim The scientific aim of this contribution is to analyze the approach of the Slovak Financial
Administration in the context of tax audits in the framework of transfer pricing, supplemented by an analysis of
the relationship between controls on transfer pricing and the moving of Slovak companies into tax havens.

Findings Since 2015, there has been a sharp increase not only in the number of tax inspections for transfer pricing,
but also in the level of findings. An increasing number of Slovak companies with the owner in midshore
jurisdictions have a statistically significant impact on the number of inspections carried out under transfer pricing
and the number of Slovak companies with owners in Cyprus, Luxembourg and Liechtenstein has a statistically
significant impact on the share of CITR per GTR.

Conclusions The main limits include the incomplete list of tax havens which are used at the first level of owner-
ship by Slovak companies. The outcomes of our analysis point to the statistically significant impact of the use of
companies from Cyprus, Luxembourg and Liechtenstein on corporate income tax revenues, but do not specify the
methods and techniques of profit shifting applied by the companies.
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Introduction

Transfer pricing is an increasingly discussed topic not only in the world, but also in Slovakia, where every year
the number of tax inspections grows in this area. The subject matter at an academic level is often viewed only in
terms of transfer pricing, dependent and independent relations and various constraints. We have looked at the
transfer pricing from the point of view of the Financial Administration of the Slovak Republic and also from the
point of view of transfer pricing relation and relocation of the headquarters of Slovak companies into jurisdictions
called tax havens.

Based on available data, the scientific aim of the contribution is to analyze the approach of the Slovak Re-public's
financial administration in the context of tax audits of transfer pricing, supplemented by an analysis of the relation
between controls on transfer pricing and the transfer of Slovak companies into tax havens. The partial aim is to
point to the indicators used by the SR's Financial Administration for transfer pricing controls and the impact
assessment of the transfer of the registered office of Slovak companies in selected jurisdictions to the corporate
income tax revenue and gross tax revenues indicator.

The basic constraints limiting our contribution are mainly incomplete data of the Slovak Republic's Financial
Administration on transfer pricing for selected years and a limited list of tax havens where Slovak companies are
based according to the database of Bisnode, Itd.

1 Theoretical background

In the professional literature we encounter several ways of transferring profits within tax systems (from
jurisdictions with higher tax burden to jurisdictions with lower or no tax burden). These profit-shifting techniques
include the use of debt, interests, royalties, placement of intangible assets, financing of related persons, setting
dividend flows and ultimately transfer pricing (Karkinsky and Riedel, 2012; Auerbach et al., 2017). However, for
the sake of our further investigation, we only chose the last option.

Tax havens often associated with the transfer of profits are not only small tropical islands with low or no taxation
and full offshore jurisdictions, but also countries that have a diversified economy and a normal tax system but with
certain, often deliberately designed, exceptions for particular activities or types of corporate activities that can be
used by multinationals to substantially lower their overall tax burden (onshore and midshore) (e.g. Weizig and
Van Dijk, 2007; Valencia, 2013; Foad and Lundberg, 2017).

Transfer pricing is a technique that optimizes costs and returns between divisions and subsidiaries within a group
of related entities, not only the accounting technique (Tax Justice Network, 2015). This technique allows the
artificial transfer of profits from high tax jurisdictions to jurisdictions with lower tax burden (Sikka and Willmott,
2010; Ball, 2013). From another perspective, transfer pricing is a phenomenon by which affiliated legal entities in
different jurisdictions determine the price at which goods or services should be sold between those two entities.
This phenomenon is an indispensable and endemic part of the international trading system (Bastin, 2014). Transfer
prices "are the prices for goods and services that each subsidiary and parent company accounts for in the
transnational corporation" (Duréova, 2011; Valencia, 2013). Taxpayers are focused on reducing taxable business
earnings, so they are interested in generating profits where they are most tax-friendly (Solilova and Nerudova,
2013). This advantage can be achieved by transferring profits between foreign affilites to countries with the lowest
rate of income tax. High transfer rates for the sale of goods by affiliates in high tax rates are used to repatriate
profits to low tax countries, thereby reducing the overall tax burden (Behrens, Peralt and Picard, 2014; Usmen,
2012).

Business consultants agree that transfer pricing is currently one of the most important tax planning topics. With
regard to a rapidly regulated environment where transparency is at the forefront, taxpayers achieve a degree of
certainty in managing their taxes and potential risks through so-called "Advance pricing agreements" (APA)
(agreement between the tax authority and the taxpayer on appropriate transfer pricing methodology for a selected
set of transactions for a specified period of time) (PWC, 2014). Using APA, there is often a double non-taxation
in corporate income tax using low or zero-tax jurisdictions (one of the potential profit-shifting channels to tax
havens) (Fernandez et al., 2013).

OECD, whose individual standards are transposed by the Member States, either in full or partially altered, helps
in further transfer pricing regulations (Blouin et al., 2018). The OECD Transfer Pricing Risk Assessment Guide
recommends setting a threshold for a transaction at which value (tax amount) it is appropriate to initiate tax control
when tax control is effective. This "threshold" should be set according to the annual gross value of the transactions
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under control or the total company income. Of course, recurring transactions themselves may not pose a risk, but
other factors need to be taken into consideration (i.e. whether transaction prices are in accordance with the principle
of an independent relationship, where transactions are directed, or jurisdictions with higher tax burdens, etc.)
(OECD, 2013).

The new OECD Transfer Pricing Regulation focuses primarily on multinational companies and, in addition to
modifying the documentation on global and transfer pricing, also significantly improves tax authorities' awareness,
which has an impact on a better assessment of tax risks and more targeted processes in the transfer pricing audit
(OECD, 2017). However, multinational companies and their tax optimization led to discussions even before that.
In 2013, the OECD developed a Base Erosion and Profit Shifting (BEPS) project containing 15 action areas,
reports and recommendations to tax avoidance for countries (Dharmapala, 2014). These reports were first
published in a complete package in October 2015. The main focus of BEPS is on unfair practices aimed at
minimizing tax liability through tax base distortions and the subsequent transfer of profits to other countries
(OECD, 2013). In addition to the transfer pricing section, BEPS also provides a framework for tax challenges in
the digital economy. To that end, the European Commission reflected the proposal for directives, namely Proposal
for a COUNCIL DIRECTIVE laying down rules on the corporate taxation of a significant digital presence (COM
/ 2018/0147 final - 2018/072 (CNS)) and Proposal for a COUNCIL DIRECTIVE on the common system of
taxation for digital services (COM /2018/0148 final - 2018/073 (CNX)).

2 Methodology and data

Based on available data, the scientific aim of this paper is to analyze the approach of the Slovak Republic's
Financial Administration in the context of tax audits within transfer pricing, supplemented by an analysis of the
relationship between controls on transfer pricing and the transfer of Slovak companies into tax havens. The partial
aim is to evaluate the indicators published by the financial administration and to assess the impact of the transfer
of Slovak companies into tax havens on the indicator of corporate income tax revenues per gross tax revenues.

Graphical methods, calculation of indicators and simple linear regression model are used for the analysis of the
selected issue. In the first part of the analysis using graphical techniques, which are supplemented by indicators of
tax administration efficiency, we show the dependence of the number of findings by the Financial Ad-ministration
of the Slovak Republic on the number of controls performed. Efficiency is measured by the proportion of the
controls (findings in thousands of EUR) and the number of tax inspections carried out (findings per number of
transfer pricing controls). The second part of the analysis uses also, in addition to graphical methods depicting the
dependence of findings by the Financial Administration of the Slovak Republic on the number of transfer pricing
controls, a simple linear regression model, which determines the dependence between the number of tax controls
carried out on transfer pricing (dependent variables) and the number of Slovak companies with ownership link to
tax havens (independent variable). In this part of the analysis, we have divided the jurisdictions into three
categories, namely OFFSHORE, MIDSHORE and ONSHORE. The breakdown was based on two approaches.
The first was the frequent distribution of tax havens to these categories in academic and professional sources (e.g.
Foad and Lundberg 2017; The Economist, 2013), and the second approach was the use of first-level ownership in
selected countries given the benefits that can be used. In offshore jurisdictions, the use of first-level ownership is
primarily intended for the anonymity of the UBO (Ultimate Beneficial Owner), tax optimization directly using
offshore jurisdictions alone, due to the existence of a withholding tax (35%) is nearly impossible. The OFFSHORE
jurisdictions include: Bahamas, Belize, Bermuda, British Virgin Islands, Gibraltar, Guernsey (United Kingdom),
Jersey (United Kingdom), Cayman Islands, the Marshall Islands, the Netherland Antilles, Panama, Man Island and
Seychelles. Other jurisdictions we have data of from Bisnode, Itd. are further included in the onshore category,
sometimes using midshore (professional and academic resources). We have divided them on the basis of their
primary use, in the case of taxes, we have used the MIDSHORE CATEGORY (Hong Kong, Cyprus, Malta, United
Arab Emirates, United States of America); in the case of the primary asset management concept and the flexible
arrangement of ownership relationships, we used ONSHORE CATEGORY (Liechtenstein, Latvia, Luxembourg,
Monaco and the Netherlands).

In the last part we use the calculation of corporate income tax revenues (CITR) per gross tax revenues (GTR). The
simple linear regression used in the last part of the analysis examines the dependence between the calculated
indicator (dependent variable) and the number of Slovak companies in selected jurisdictions - Cyprus, the
Netherlands, Luxembourg, Liechtenstein, Malta, United Arab Emirates and the USA (independent variable x). All
regressions are evaluated at 5% significance level. We have chosen the tested jurisdictions given the assumption
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that it is possible to use methods and techniques of profit-shifting (mainly based on double taxation treaties, EU
Directives and tax information exchange agreements) through first-level ownership.

The secondary data used for the analysis are drawn from the annual reports of the Slovak Republic's Financial
Administration for the period 2005 to 2017. We obtained the information on the number of companies that moved
their registered office to another jurisdiction from Bisnode, 1td. also for the period 2005-2017.

3 Results

The research results were divided into three parts, based on which we examined the matter in different ways. First
part is an analysis of the Financial Administration of the Slovak Republic approach and effectivity. This was
executed based on the indicators regularly published by the Financial Administration. Second part is focused on
transfer pricing, related indicators and examination of the relationship between transfer pricing controls and the
number of Slovak companies that transferred their registered offices to selected jurisdictions during the period
considered. In such examination we are dividing the jurisdictions not only to onshore and offshore but for the
purposes of anticipated statistical significance we are adding the third group, midshore. Third part of the analysis
shows the indicator calculated by us, a share of corporate income tax revenues (CITR) per gross tax revenues
(GTR). This part also covers the relation between development of number of companies in selected jurisdictions
(Cyprus, Netherlands, Luxembourg, Liechtenstein, Malta, United Arab Emirates and USA) and development of
CITR/GTR indicator. The whole analysis is based on the data collected between 2005 and 2017.

3.1 Development of tax control indicators

Tax control is considered to be a large-scale activity which serves to examine or verify the tax base or other matters
decisive for correct tax determination or chargeability. In general, the tax control serves as an important prevention
tool and as such, together with other inputs, promotes voluntary tax compliance by taxable persons. Based on this
we examined the results of all tax controls carried out between 2005 and 2017 (Figure 1).
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Source: the authors based on annual reports of Slovak Financial Administration, 2005-2017
Figure 1 Development of number of carried out tax controls and findings

The number of total tax controls (both direct and indirect taxes) carried out significantly decreased since 2005 and
showed a downward trend from 35,333 to the current 10,956 controls per year while in the last three years the
average number of controls carried out was eleven thousand. The effectivity of these controls, measured by the
number of findings per control, is on the other hand increasing every year. This is shown in the source table
(Table 1), where in the beginning of the examined period there were 7,400 EUR of findings per control while in
2010 it was around 30,200 EUR and currently, the number is almost the double, there are 61,000 EUR of findings
per one control.
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Table 1 Selected indicators of the Financial Administration of the Slovak Republic

2005 2006 2007 2008 2009 2010 2011
Number of tax controls 35,333 31,243 24,711 21,357 19,820 18,400 22,651
Tax control findings (in thousand EUR) 261,866 289,523 278,814 380,868 435,549 556,278 707,097
Average finding per control (in thousand EUR) 7.4 9.3 113 17.8 22.0 30.2 31.2
2012 2013 2014 2015 2016 2017
Number of tax controls 16,053 13,059 12,488 10,417 11,823 10,965
Tax control findings (in thousand EUR) 525,096 573,215 646,863 647,293 701,368 670,056
Average finding per control (in thousand EUR) 32.7 439 51.8 62.1 59.3 61.1

Source: the authors based on annual reports of Slovak Financial Administration, 2005-2017

The reason for positive results of tax controls is a fact that during the preparation stage the Financial Administration
of the Slovak Republic is focusing on collecting and evaluating high quality and relevant data which increases the
effectivity of controls. That means that the Financial Administration of the Slovak Republic is selecting the
subjects for tax control more precisely and tax inspectors are better prepared for tax controls. We could also
consider higher number of incorrectly managed documentation by specific subjects which is increasing. There are
higher demands on documentation management and software and there are frequent legislative changes in place.
There are also findings of individual controls with high value that therefore increase the financial average finding
of all controls.

3.2 Tax controls focused on transfer pricing

Since the Financial Administration of the Slovak Republic started to focus on the international taxation and transfer
pricing and initiated an intensive tax control in this area by allocating specialized inspectors, we observe the change
in the development of these controls’ findings. On Figure 2 we can see the control activities of the Financial
Administration of the Slovak Republic, more precisely of the transfer pricing tax controls and tax control findings.
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Figure 2 Development of controls and findings within the scope of transfer pricing
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In the figure, we can see that since 2013 the number of transfer pricing controls show an increasing tendency
(except for 2015 when the data was not published by Financial Administration). It can be assumed that with the
introduction of action plan BEPS in October 2015, the number of controls increased, which influenced the higher
number of tax controls in 2016 as is shown on the figure. In 2017 the number of controls reached the highest point.
In that year tax inspectors carried out not only transfer pricing controls but also network controls, multilateral
controls and controls focusing on applying double tax treaties. Together 144 such controls were carried out with
the finding of 51,152 EUR. This action of the Financial Administration of the Slovak Republic could be a result
of individual changes in the Income Tax Act together with BEPS action plan implementation.

In 2015 the Financial Administration of the Slovak Republic also published a useful checklist that should help tax
administrators while carrying out controls focused on transfer pricing (Table 2).

Table 2 Risk transactions checklist

Indicator Brief description

Transactions with related parties in
preferential tax regime jurisdictions

Transfers of intangible assets to related

The risk of wrong pricing followed by profit-shifting to jurisdictions with preferential
tax regime.

Such transactions are difficult to evaluate, especially in cases related to a specific

parties intangible asset with no data to compare with.

These aspects were specifically described in Chapter IX on the Transfer Pricing

Busi i . .
usiness restructuring Aspects of Business Restructurings from July 2010.

Interests, premium insurance and royalties often cause transfer pricing risk; the

Specific payment types payments do not reflect added value of dependent entity.

Long-term loss-making where there is no attempt made to change business operations
or financing. Sustained losses may be evidence that the reported results do not reflect
the true value of the business.

Long-term loss-making

Similarly results that are not consistent with industry norms or with the functions
carried on by the taxpayer in the country concerned may be an evidence that related
party transactions have not been correctly priced.

Unfavourable financial results

If there are significant variations between the effective tax rate reported at group level
and the nominal rates to which it is subject can be the result of transfer pricing that
allocates too much profit to jurisdictions with preferential tax regime.

Effective tax rates

If the taxpayer cannot provide the transfer prices setting and the methods used to

Incorrect or non-existent documentation . . . S
determine them are inadequately recorded, it is a sign of transfer pricing risk.

If the debt of the taxpayer is in excess of the amount that an entity could borrow if it

Excessive Debt . . . .
were a free-standing entity, or interest rates that appear to be higher than market rates.

Source: the authors based on Financial Administration data, 2015

Transfer pricing itself, as was mentioned in the theoretical section, is a technique used for tax planning and enables
artificial profit shifting out of jurisdictions with a high tax burden to jurisdictions with a lower or no tax burden.
Therefore, we investigated the relationship between the number of transfer pricing controls and the number of
Slovak companies that transferred their registered offices to a tax haven. We examined this relation-ship in terms
of the whole analysed period from 2005 to 2017, not only in respect of the number of companies, but also in respect
of individual jurisdiction categories — offshore, midshore and onshore. The below figure (Figure 3) shows the
development in the number of companies according to the Bisnode database. Whether it is an ONSHORE or
MIDSHORE jurisdiction we can see a continuous increase in the number of companies that transferred their
registered office to tax havens. The only category with decreasing tendency is OFFSHORE and this only occurs
since 2015. We could assume that one of the reasons for a decrease in the offshore category is a negative perception
of an offshore company as an owner at the first ownership level.
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Figure 3 Development of the number of Slovak companies in tax havens

Looking at the development in the number of tax controls and the number of companies that transferred their
registered offices to a tax haven we can assume a positive relationship, however this is not supported by the
statistical survey. We verified the relationship through simple linear regression model. As variables we selected
the number of transfer pricing controls (dependent variable y) and the total number of companies that transferred
their registered office to tax havens (independent variable x). Thereafter we changed the independent variable with
the number of companies in ONSHORE, MIDSHORE and OFFSHORE jurisdictions. We evaluated the
relationship based on p-value and 5% significance level.

The results of the first version of the regression model which includes the number of transfer pricing controls and
the total number of companies (total) that transferred their registered office to a tax haven were statistically
insignificant because the p-value exceeded the significance level 0.05 (p-value = 0.067), therefore did not con-
firm the statistically significant dependence. However, the result indicated that the statistical significance might
be confirmed by following tests with the division of jurisdictions into OFFSHORE, MIDSHORE and ONSHORE.
The following analysis showed that the relationship between the number of companies that transferred their
registered office to ONSHORE and OFFSHORE jurisdictions and number of transfer pricing controls examined
at 5% significance level (p-value (ONSHORE) = 0.11; p-value (OFFSHORE) = 0.18) was not confirmed, which
is also the results of the figures
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Source: the authors

Figure 4 Relationship between the number of transfer pricing controls and the number of companies in
OFFSHORE and ONSHORE jurisdictions

Statistical significance dependence was only confirmed regarding the relationship between the number of transfer
pricing controls and the number of companies that transferred their registered offices to MIDSHORE jurisdictions.
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This relationship highly confirms our assumption that companies in midshore category are used in the process of
tax optimization, hence the Financial Administration of the Slovak Republic carries out more controls. Such a
statement is to a large extent a simplification, considering the list of tax havens we are working with. However,
we could see a tendency of a kind.

Table 3 Results of simple linear regression of MIDSHORE jurisdictions

Regression Statistics

Multiple R 0.582763005
R Square 0.33961272

Adjusted R Square 0.279577513

Standard Error 33.01905
Observation 13
df SS MS F Significance F
Regression 1 6167.4715 61674715 5.6569 0.0366
Residual 11 11992.8362 1090:2578
Total 12 18160.3077

Source: the authors

3.3 Relationship between the number of companies in selected jurisdictions and corporate income tax
revenues

In the last section we examined an indicator measuring collection of corporate income tax revenues, a share of
corporate income tax revenues (CITR) per gross tax revenues (GTR) and its correlation with the changing number
of Slovak companies that transferred their registered offices to selected jurisdictions (Cyprus, Nether-lands,
Luxembourg, Liechtenstein, Malta, United Arab Emirates and USA). These jurisdictions, as mentioned earlier,
could be used for tax optimization on the first-ownership level. We based our indicator calculations on data
published by the Financial Administration of the Slovak Republic in their annual reports. The increase of findings
and therefore also effectivity of tax controls is reflected in the growth of gross tax revenues. On the other hand,
the development of corporate income tax rate (CITR) is not that clear because it is influenced by aggressive tax
planning of companies (not only the large ones) and specific business conditions in the Slovak Republic (high tax
burden, discriminatory income tax, etc.). The development is shown in Table 4.

Table 4 Development of selected indicators

2005 2006 2007 2008 2009 2010 2011
Corporate income tax R.(in thousand EUR) 1,417 1,594 1,769 2,156 2,167 1,286 1,646
Gross tax revenue (in thousand EUR) 5,688 5,675 5,985 6,564 6,342 5,286 5,852
Indicator (CITR/GTR) (in %) 24.91% 28.09% 29.56% 32.85% 34.17% 24.33% 28.13%
2012 2013 2014 2015 2016 2017
Corporate income tax R.(in thousand EUR) 1,759 2,028 1,948 2,641 3,222 2,637
Gross tax revenue (in thousand EUR) 5,536 6,282 6,571 8,079 8,816 8,820
Indicator (CITR/GTR) (in %) 31.77% 32.28% 29.65% 32.69% 36.55% 29.90%

Source: the authors based the data from annual reports of the Slovak Financial Administration, 2005-2017
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Calculated indicator is at a level of 24.33% in 2010, when Slovak entrepreneurs experienced the financial crisis at
its fullest, to a level of 36.55% in 2016. This could have been influenced also by frequent changes of corporate
income tax rates over the years (19%, 23%, 22% and 21%) and other changes in selected provisions of Income
Tax Act.

Provided that tax optimization is taking place, the continuous increase in the number of Slovak companies in tax
havens should have an influence on investigated indicators, therefore CITR/GTR (hypothesis). Table 5 contains
the results of regression analysis according to which only several jurisdictions showed statistical significance.

Table 5 Results of simple linear regression of selected jurisdictions

0.12
Netherlands
(2.9182)
ONSHORE Luxembou 0.05
jurisdictions uxemboure
(4.6373)
0.03
Liechtenstein
(6.5601)
0.05
Cyprus
(4.738)
0.15
Malta
MIDSHORE (2.4558)
jurisdictions 0.19
United Arab Emirates
(1.9036)
0.09
United States of America
(3.287)

Note: first number represents p-value, number in braces represents t-statistics

Source: the authors

4 Discussion

As mentioned in the theoretical part of this article, transfer pricing is one of the channels for profit-shifting to
jurisdictions with low or no taxation. Our results are consistent with Blouin et al. (2018), claiming that OECD and
standard implementation into national legislations play an important role in the area of transfer pricing. Ob-served
annual increase of Slovak companies linked to tax havens could not be in general considered as a positive
development, especially if we take into consideration that tax havens are not only linked to tax optimization but
mostly with the anonymity of the UBOs, which enables them to perform speculative businesses.

In comparison, in the Czech Republic there has been a decrease in this statistic since 2015 (Bisnode, 2018). On
the other hand, there are opinions saying that tax optimization helps the business, especially when it comes to
Foreign Direct Investment (FDI). To our best knowledge, there are no similar studies in Slovakia or there are no
studies estimating the potential tax gap in corporate income tax revenues in regard to tax havens. Results achieved
for individual jurisdictions are in accordance with expectations mainly because Cyprus belongs to a relatively
simple and affordable option to use methods and techniques of profit shifting to another tax haven (for example to
offshore jurisdictions). The relationship was also confirmed in regards to states used for foreign holding structural
development where apart from tax optimization benefits such as asset management, asset protection and flexible
arrangements of ownership structure exist.
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On the contrary, statistical relationships were not confirmed for Netherlands, Malta and United Arab Emirates (it
was confirmed for USA at 10% significance level). While Malta and United Arab Emirates are used by Slovak
companies relatively rarely (by the end of 2018 only 109 Slovak companies had direct equity link with Malta and
174 with United Arab Emirates), Netherlands together with Cyprus belong to the most used jurisdictions (in 2018,
Cyprus had 1099 and Netherlands 1154 links with Slovak companies). To put it very simply, based on achieved
results we could say that Cyprus is used mostly for tax optimization, while Netherlands at first-level of ownership
is mostly used regarding to asset protection and asset management, positive image and other (e.g. large network
of double tax treaties). Based on our outputs we could speak about specific tendencies. The research was limited
not only in respect to a relatively short list of tax havens but also the fact that we only had access to first-level of
ownership. Revised international structures often consist of multiple levels and models of transfer — multiple uses
and combinations of methods and techniques of taxable profit-shifting that can be performed in accordance with
the tax system (e.g. Slovakia implemented thin-capitalization rules only from 2015). In future, research in this area
should not focus solely on confirming profit-shifting out of the certain jurisdictions but also on implementation
and a combination of individual channels of taxable profit-shifting based on individual tax systems set up. These
analyses should also assist the decision-making process when it comes to tax system adjustment and reducing the
artificial profit-shifting to tax havens. The Financial Administration of the Slovak Republic works with indicators,
through which risk transactions of transfer pricing can be identified, can be considered positive. Several foreign
academic researches and expert analyses cover the topic of individual indicators; therefore we can clearly consider
their use as beneficial for tax inspection. As the examples of the previous studies on selected indicators we can
mention ROA — Return on Assets (Potin et al., 2016), BTD - Book-Tax Differences (Frank et al., 2009; Ferreira
et al., 2012) and different approaches to ETR, like Rate GaapETR, Rate CashETR or Rate DVA (Dyreng et al.,
2008; Hanlon and Heitzman, 2010; Da Silva and Martinez, 2015).

Conclusion

The total number of tax audits carried out by the Slovak Financial Administration has been gradually de-creasing
since 2005, on the other hand a higher level of these inspections is recorded annually, and tax inspections show
higher efficiency. On the other hand, from 2015, when the BEPS project was adopted, there has been a sharp
increase in tax audits on transfer pricing and a similarly rapid increase in the findings of these controls. While the
number of Slovak companies in the categories OFFSHORE (p-value 0.18) and ONSHORE (p-value 0.11)
respectively TOTAL for all jurisdictions (p-value 0.067) does not have a statistically significant impact on the
number of controls carried out in the transfer pricing field, in the MIDSHORE category, this dependency was
evaluated as statistically significant (p-value 0.03). As part of the analytical work of the Slovak Financial Re-port,
9 indicators were developed and published, which assess the risk transactions in the transfer pricing. This practical
checklist is one of the tools for tax administrators.

In the final part of the paper, it was statistically confirmed the statistical dependence between the number of Slovak
companies with parent companies from Cyprus (p-value 0.05), Luxembourg (p-value 0.05) and Liechtenstein (p-
value 0.03) and the ratio of corporate income tax revenues per gross tax revenues. Our analysis shows the increased
attention of the Slovak Republic's Financial Administration to transfer pricing and the im-pact of the use of selected
tax havens on selecting corporate income tax revenues.
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